
ORIGINAL

Before the
FEDER. L COMMUNICATIONS COMMISSION

Washington, D.C. 20)'i4

In the Matter of

Federal-State Joint Board
on 1Jniversal Service

To: The Federal-State Joint B; lard

)

)
)
)

)

RECEIVED
AUG - 2 1996

f£0£RAI.. COMMlWl
CC Docket No. 96-45 t'II:D_OFCASEl'JONsCOMMISSlatt

'" ""C CRErAR)"

L'IIV"KE''V\J 'f"'''' .
,I r-fL[ i"f)' t.IJ' ." "

\1\. r r URIGIN'A!
, l

SUPPLEMENTAL COMMENTS OF THE
COMPETITIV I': TELECOMMUNICATIONS ASSOCIATION

Genevieve Morelli
Vice President and General C lunsel
THE COMPETITIVE TELECOMt'. IJNICATIONS

ASSOCIATION

1140 Connecticut Avenue. N N.
Suite 220
Washington, D.C. 20036
(202) 296-6650

August 2, 1996

Danny E. Adams
Steven A. Augustino
KELLEY DRYE & WARREN LLP
1200 19th Street. N.W.
Suite 'iOO
Washington, D.C. 20036
(202) C)'))-9600

Its Attorneys

~~. of Copies roc'd 0 -t i_
List ABC 0 E _.--u....__



SUMMARY

In these supplemental \ lmments, CompTel will address the issues raised in the Public

Notice, I and will focus on the questions that are most pertinent to developing an explicit,

competitively neutral universa service mechanism. In its initial and reply comments,

CompTel noted that the 1996 \ct requires the Joint Board to critically examine the existing

universal service policies " \\ thout any preconditions '- and develop mechanisms that are

appropriate in a competitive e 'vironment. By reforming universal service, the Joint Board

has a unique opportunity to Cl ntribute to evolution of a competitive telecommunications

envIronment. CompTel urge' the Joint Board to institute a few bold measures, including: (I)

instituting a single federal Un versal Service Fund to which all telecommunications carriers

would contribute based upon oth the interstate and intrastate revenues; (2) ensuring that

funds to support universal ser ice are collected in a competitively neutral manner; (3)

moving quickly to eliminate t listing cross-subsidies: and (4) making universal service

support available to all carrie, that satisfy Section 214(e)'s definition of an "eligible

telecommunications carrier"

In response to Questio I, CompTel maintains that the Joint Board may not assume

that current rates are the appI ,priate rates, but it may assume they are no higher than what is

affordable. Existing rates fOt local telecommunications services appear to be artificially low

in some rural areas as result, r' outdated cross-subsidies by a monolithic local service

monopoly, Congress clearly nandated the end to that system, requiring that rural service be

priced at rates comparable to lrban rates,

Common Carrier Bun IU Seeks Further Comment on Specific Questions in Universal
Service Notice (?t' Proposed R Ifemaking, CC Docket 96-4) (reI. July 3, 1996) (hereinafter
"Public Notice").



In response to QuestiOl 2, CompTe! urges the Joint Board to recognize that non rate

factors are not relevant to est(l )lishing the amount of a rural/high cost subsidy, because

"affordability" is a national C( lcept that focuses solely on carrier costs. On the other hand,

non-rate factors such as those isted in the Public Notice may be relevant to the low-income

subsidy because cost of living IS a legitimate concern in determining eligibility.

In response to Questio 3, CompTel advocates strongly the use of a specific national

benchmark when making the affordability" determination.

In response to Questio 4. CompTel urges the Joint Board to make clear that a carrier

may not be denied universal, 'rvice support simply because, for technical and economic

reasons, it is not feasible for to provide service through facilities wholly independent from

those of an ILEC. That is. c rriers for whom the onl y feasible way of providing local

service is through the purcha' . -- at cost -- of ILEC facilities or services should be eligible

for universal service support. The concern raised in the question -- that a service is not

feasible for some carriers - \ ould never be the case, if, hut only if, the ILEC makes

available to other carriers allunctionalities in its network and all services it offers.

In response to Questi(! 5. CompTel asserts that universal service should subsidize

access to core services, but n It the cost of providing the service itself. Therefore, if the only

costs of providing access to ' 'rvices like directory assistance are considered, rather than the

cost of directory assistance it elf. then including such ancillary services within the "core"

definition should not add any II1cremental cost to the llni versal Service Fund. Access to such

services is provided by the 1< 'p itself; the cost of the loor does not vary according to the

services the end user connecl through the loop.

In response to Questil il 26 (modifications to the high cost fund), CompTel notes that

the 1996 Act mandates that Iliversal service mechani sms he "specific, predictable and
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sufficient" and that all telecon Inunications providers bear the burden of universal service

support on an "equitable and! ondiscriminatory" basis. In order to meet these requirements,

existing high-cost support mel1anisms should be reformed as follows: (I) the Joint Board

must immediately eliminate al implicit subsidies, Jnc1uding the Carrier Common Line

Charge; (2) the Joint Board n 1st mandate funding mechanisms that, in addition to being

explicit, distribute the respon' bility to support universal service among all

telecommunications service pi widers on a competitively neutral basis; and (3) universal

service reform must be imple 1ented without any delay or unnecessary transition.

In response to Questic 27. CompTel maintains that special subsidy programs for

rural areas that do not fit intl the overall scheme of a reformed Universal Service Fund

would thwart Congress' goal If local competition where feasible. The Joint Board should

not maintain subsidies for rUl d areas that generate rates for rural service that are lower than

the rates for comparable serv.:e in high-density, low-cost urban areas.

In response to Questi< 1 28, CompTel advocates use of a proxy model that applies

universally to all carriers H lwever, CompTel does not 'mpport the use of book costs in

calculating the cost of univer al service. Costs should be forward looking.

In response to Questi! !1 69, CompTel urges the Joint Board to eliminate the Carrier

Common Line charge in its I ltirety because it is impen11lssible under the 1996 Act. To the

extent that revenues from tht CCL might support universal service (for which there is no

proot) , it is an implicit subsl iy and is not competitive neutral.

In response to Questi, n 70, CompTel notes that slgnificant economic literature

supports the proposition that 111 loop costs are most efficiently recovered from the subscriber

through a subscriber line eh, 'ge ("SLC"), Recovering loop costs through the SLC will, on

average, result in lower Iota phone bills.
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In response to Questiol 71, CompTel recommends the reform and continuation of the

Lifeline and Link Up progran 1. The Lifeline and Link Up programs should be funded

through the new, explicit lIni\ 'rsal service surcharge that IS imposed equally on all carriers,

not as it is funded today. Th, Joint Board may set the level of the subsidy at any level it

deems appropriate to make se vice "affordable", but should allow eligible consumers to apply

this amount as a credit towan any telecommunications service of their choosing.
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The Competitive Telt. .'ommunications Association ("CompTel"), by its attorneys,

respectfully submits the foil I wing additional comments in response to the Common Carrier

Bureau's list of questions ra ling specific issues concerning universal service policies.

I. COMPTEL SUPPORTS NARROWLY-TARGETED AND COMPETITIVELY
NEUTRAL lJNIVEI<SAL SERVICE POLICIES

As the principal inch ,try association of competitive telecommunications providers,

CompTel strongly supports \1e Joint Boarel's effort to provide quality telecommunications to

all Americans at reasonable )rices. CompTel welcomes this opportunity to provide more

input on the important issul of universal service. In these comments, CompTel will provide

the Joint Board with an OVl. view of its position on uni\ersal service, and then answer some

of the questions enumerate( in the Public Notice In order to focus on issues that are of

particular concern to Comp i'el. not all of the questions raised hy the Joint Board are

addressed herein.



In order to develop ne' universal service policies for a competitive environment,

CompTel maintains that the J. int Board must defi.ne a specific set of "core" servi.ces to be

subsidized. As CompTel noh d in its initial comments, the critical function of universal

service is to enable all Ameri ans to obtain functional access to the public switched

network.? The list of core Sf. vices set forth in the Noric(' achieves this goal. 3

Moreover, universal s rvice serves two interrelated, but distinct, policy goals. First,

universal service policies see to maximize access to the network by identifying specific

areas of the country with pa: icularly high cost structllre~, and targets them for support.

Second, universal service m, (imizes subscribership within an area (whether "high cost" or

"low cost") by identifying p,·ticular individuals for \\'hom service at the generally available

rate is not "affordable." COlpTel urges the Joint Board to distinguish between these two

policies for purposes of dete mining the size of a Universal Service Fund. For rural and

high-cost areas, the Joint B(1 lrd should establish a target retail rate for the area without

regard to factors unique to i dividual subscribers The goal is to analyze the cost structure

in a region to determine wh ther an area is eligible for support and the level of support to be

provided. Low-income sup art, by contrast, is the "safety-net" for individuals in any area

who want telephone service but cannot afford it. The Joint Board should employ established

means-tested programs. sue as Lifeline and Link Un. to make core services "affordable" for

CompTel Initial COl ments at 5.

See Federal-Stale.1t nI Board on Univef~\'(/I Service, Notice of Proposed Rulemaking,
FCC 96-93, , 16 (reI. Mar 8, 1996) (hereinafter "Nor/a"). The Notice proposed to include
voice grade access to the pi hlic switched network, with the ability to place and receive calls,
touch-tone, single party selice. access to emergency services (911), and access to operator
services among the service' receiving universal service support. Id. The Joint Board should
clarify that "access" to the Jublic switched network includes equal access to IXCs. CompTel
also agrees that number po lability Illay be included alllong the core services to be supportecl.
See CompTel Reply COIllIl 'nts at 4: AT&T InitIal ('Olllmcnts at 12.



such individuals. Importantly CompTel emphasizes that in determining the size of the

Universal Service Fund, the J lint Board must critically examine the existing universal service

policies without assuming tha either the mechanisms in place today or the current level of

funding are appropriate in a ( lmpetitive environment.

CompTel further assel s that the Joint Board mllst develop a single federal system to

administer the Universal Sen ce Fund, which would he funded based upon both the interstate

and intrastate revenues of C01 tributing carriers. In addition, a neutral administrator should

be appointed to oversee the I 'W fund. A single federal 1Jniversal Service Fund administrator

would be able to playa (ruc d role in ensuring that competition develops nationally, for all

subscribers, without skewin,!' the development of competition in any market segments.

In funding the Unive' ,al Service Fund, CompTel maintains that the essential function

of the Joint Board is to enSlJ e that funds are collected in a competitively neutral manner. In

its initial comments. Compl 'I proposed that the Joint Board establish a Universal Service

Surcharge that would be ass ssed on revenues.' One form of a revenue-based surcharge

would tax end user retail re cnues. Alternatively. providers could be required to remit a

percentage of their gross re' enues. net of payments 10 other carriers. If such a charge is

implemented, carrier-to-car er surcharges. such as any Carrier Common Line Charges or a

Residual Interconnection Cl lrge. should be eliminated.'

CompTel urges the lint Board to guard against incumbent providers' efforts to carve

out special subsidies for tht nselves, to restrict the carriers that are eligible to receive

universal service support. " ld to preserve today" s inequitable system for a so-called

CompTellnitial Co llnents at 15.

See CompTel Initia (~omments at 15.



"transition" period. Such eff( ,·ts would continue to distort the development of true local

service competition by continI, mg the insidious system of cross-subsidization that Congress

clearly intended to eliminate.' All telecommunications service providers should be required

to contribute to a Universal S -rvice Fund, regardless of historic obligations or costs.

Moreover, universal service' (pport should be available to all carriers that satisfy Section

2l4(e)'s definition of an "eli~ Ible telecommunications carrier." Finally, a "tlash cut"

transaction will end the systeJ of implicit subsidies that distorts competition and prevents

telecommunications services rom being priced at economically rational levels.

II. RESPONSES TO Il\ f>IVIDUAL QlJESTIONS RAISED BY THE COMMON
CARRIER BUREAl

In responding to the ,sues raised in the Public Notice. CompTel will focus on the

questions that are most perti ent to developing an explicit. competitively neutral universal

service mechanism. As reql ,~sted in the Public Notice. questions are numbered as set forth

in the Public Notice and are underlined for emphasis

J.Is it appropriate to lssume that CUlTent rates for services included within the

definition of univer' ~ll service are affordable, despite variations amon2 c.ompanies

and service areas?

Although it would b, appropriate for the Joint Board to assume that current rates are

not higher than what is "af1 ,rdable". it should not assume that the current rate is the

"affordable" rate. As Com ITeI showed in its initial comments. many small "rural" areas

have basic telephone rates' lbstantially below those of "low-cost" urban cities.! For

example. a 1994 study by ! Ie Commission found that 11l Bell Atlantic territory, single line,

n See CompTel Initia Comments at 8.

7 See CompTel Initia Comments at 13-15
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residential, touch-tone service was priced at an average of $21.90 per month in Washington,

D.C., and $24.88 per month 1 Baltimore, Maryland, but only $14.73 per month in rural

Ellwood City, Pennsylvania ( ,op. 9.900).~ Similarly, U S West charged $21.55 per month

in Minneapolis, Minnesota an I $20.90 in Denver, Colorado, but only $15.85 in Logan, Utah

(pop. 26,800) and $18.22 in ~utte, Montana (pop. 37 2(0).'1 Such distortions in prices

clearly do not reflect differenes in economic costs. but are a by-product of outdated cross-

subsidies by a monolithic loe I service monopol y. Congress clearl y mandated the end to that

system, and its replacement ith a system where rural rates are "comparable" to urban rates.

There is no statutory or eco!' 'mic rationale for artifiCIally maintaining rates far below those

available in densely-populaif . low-cost urban areas. Therefore. regulators should expect

and allow rates in rural area to increase somewhat where they currently are not comparable

to the rates paid by subscrib. rs in urban areas.

2. To what extent should non-rate factors, such as subscribership level, telephone

expenditures as a pHcenta~e of income, cost of livin~. or local callin~ area size be

considered in deterllinin~ the affordabilityand reasonable comparability of

rates?

Here, it is important 10 distinguish between the two elements of a universal service

policy. In the context of cit Termining a rural/high cost subsidy. "affordability" is a national

concept. The rural/high co 1 subsidy. as its name implies, focuses solely on carrier costs.

Its goal is to segregate area of the country based upon the cost of providing the core

CompTel Initial Cal 1ments at l3 (citing FCC, Industry Analysis Division, Reference
Book: Rates, Price Indexes and Household Et{Jendirurcs!()f' Telephone Service, at 99-100
(July 1994) (reporting Oehler 1993 rates).

'I /d.
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services in a community. In, rder to accomplish this, a single national "affordability"

benchmark should be establisl.:d. Only areas with costs above the benchmark would then be

eligible for a subsidy.

As a general rule, nor: rate factors such as those listed in the Public Notice should not

play any role in identifying tl ese areas, because they are not related to the cost of service.

Subscribership, for instance, lppears to vary from area to area for a variety of reasons, all of

which concern the circumstaJ ~es of individual subscribers, including poverty,

unwillingness/inability to cal rol telephone usage. mohility, and a desire for privacy.](I

On the other hane]. in determining what is "afforejable" for purposes of low-income

support, non-rate factors are tppropriate considerations. particularly cost of living factors.

The surrounding circumstan( ."s in which suhscribers find themselves determine what is

"affordable" to them. It is ; Jpropriate, therefore. to adjust the "affordability" threshold at

the margins to account for \ lriations in the cost of living of particular areas.

3. When makin~ the "lffordability" determination required by Section 254m of the

Act, what are the .1" Ivanta~es and disadvanta~esof lJsin~ a specific n<ltional

benchmark rate for core services in a proxy model'?

Initially, Compte! J1( es that in order to determine the amount of a high-cost subsidy it

is necessary to compare SOl e measure of regional costs with a target level of costs at which

service is affordable. Com ,'rel agrees with a number of other commenters that a target

retail rate may be used as t IS benchmark for "affordabl1ity". In additional, the use of a

smgle, national benchmark without variations by region) when making the "affordability"

determination has several ,I ivantages. First, a national benchmark is significantly easier to

III See Prepararion f()J4.ddressing Universal Service Issues: A Review (!!' Currenr
Inrersrare SUPPOI1 Mechof/;'l1s 11-24. (issued Feb. 21. 1996).
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administer because the Joint B lard would not need to conduct hundreds of detailed rate cases

for each carrier (incumbent at d new entrant) claiming universal service support. Second, it

is conducive to a multi-provi( ~r environment. No single carrier's rates or cost structure

would be given preferential tr ~atment under "uch a system. And third, using a proxy creates

incentives for a carrier to befficient and to upgrade outdated equipment because carriers

would not receive subsidies? compensation for inefficient technology choices or excessive

costs.

4. What are the effects on competition if a carrier is denied universal service

support because it is technically infeasible for that carrier to provide one or more

of the core services'!

Initially, this questiOl emphasizes the importance of properly defining the

requirements of carrier eligi i1ity under Section 2l4(el For the near term, it will be

economically infeasible (if r It technically infeasible) for CL>ECs to construct networks that

replicate the entire lLEC en )ecldecl network. As a result. CLECs will not provide service

through entirely independen networks. and will have to either supplement their own facilities

with facilities and services l )tained from the ILECs or rIse such lLEC facilities and services

exclusively in some areas.

Some ILECs have ll'sed that in this situation. CLECs should be denied universal

service support because C1 ~Cs are not lIsing their own facilities to provide local service.

Such blatantly anti-competi ve arguments should be rejected. Congress mandated access to

unbundled network element as a way to overcome inherent technical barriers to immediate

competition. Carriers pure lasing these elements from ILECs take on the full economic

hurden of these facilities h paying to the lLEe the full economic cost of them. As a result,

in the ILECs are fully com Jensatecl for their facilitit~S and the carrier purchasing the



unbundled elements stand 111 t i e shoes of the ILECs with respect to the facilities. Therefore,

CLECs purchasing unbundled dements should be deemed to "own" the facility for purposes

of determining eligibility for niversal service support The Joint Board should make clear

that eligibility may not be del led simply because, for technical and economic reasons, the

CLEC purchases ILEC eleme lts necessary to provide the core services. II

Moreover, provided tl ,~ ILEe complies with Section 251 of the Act, the concern

raised in this question -- that i carrier will be unable to offer particular core service -- should

never arise. It will always h feasihle for a CLEe to provide a core service as long as the

ILEC providers such a servi\ ' itself, because the ILEC is required to make all features,

functionalities of its network ;wailahle to the CLEes. Therefore, it is imperative that the

Joint Board and the states bt vigilant in making sure that the ILEC fulfill their statutory

obligation and make availab . to CLEes the necessary functionalities and services to provide

core services.

5. A number of commtnters proposed various services to be included on the list of

supported services, ncludin~ access to directory assistance, emer~ency assistance,

and advanced servh es. Althoueh the delivery of these services may require a

local loop, do loop osts accuratelv represent the actual cost of providine core

services? To the e~ lent that loop costs do not fu lIy represent the costs associated

with includine a sel vice in the definition of core services, identify and quantify

other costs to be considered.

In considering the C ,sl of providing the core services, it is important to bear in mind

the relatively limited functl In of the core services. I !1l1versal service should provide all

II See CompTel Initia Comments at 16.
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Americans with functional aCt 'ss to the public switched network. Thus, universal service

should subsidize access to cor . services. but need not shoulder the cost of providing the

service itself. For instance. t ld users should be able to reach operators for directory

assistance, and should have e, ual access to IXCs, hut the cost of providing directory

assistance should not he subs jized hy universal service.

If only the costs of pT lviding access to services like directory assistance are

considered, rather than the CI st of directory assistance itself, then including such ancillary

services within the "core" de mition should not add any Incremental cost to the Universal

Service Fund. Access to SU( 1 services is provided by the loop itself; the cost of the loop

does not vary according to If t~ services the end user comments to through use of the loop.

26. If the existin2, hi2,h-l ost support mechanism remains in place (on either a

permanent or temp(rary basis), what modifications, if any. are required to

comply with theTel ~communkationsAct of 1996'?

Whereas past policie permitted implicit cross-suhsidies (funded predominantly by

IXCs and their customers). he 1996 Act mandates that universal service mechanisms be

"specific, predictahle and Sl fficient" and that all telecommunications providers bear the

burden of universal service .upport on an "equitable and nondiscriminatory" basis. 12 In

order to meet these require! lents, existing high-l:ost support mechanisms must be reformed.

First, and most imp, rtantly, the Joint Board must immediately eliminate all implicit

subsidies, including the Ca"ier Common Line Charge These sources of funding for high

cost support are incompatil e with the 1996 Act Second. the Joint Board should mandate

funding mechanisms that. addition to being expliclt. distribute the responsibility to support

1247 U.S.c. *254(b)C H5).
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universal service among all te .~communications service providers on a competitively neutral

basis. Reforming universal sl'vice mechanisms to provide explicit payments on a

competitively neutral basis wi I eliminate the need for special rules to address price cap

companies or others with alte native forms of regulation. I'

Finally, CompTel opp lses the use of a transition period for creating new universal

service mechanisms. Most il \portantly, a transition period is not needed because all of the

pieces will soon be in place lr competitively neutral universal service policies to operate.

The Commission now has es lblished the rules for cost-based pricing of unbundled elements

and for the resale of ILEC s rvices. 14 Moreover. the Commission is committed to

reforming LEC access charg s within the next eleven !llonths, by July I, 1997. This

universal service proceeding is the third, and final. pleC(> to the local competition puzzle, and

thlS proceeding must be finl hed by May 8. 1997 Thm. with the regulatory framework

established, by July 1997, I' ere is no reason to delay implementing universal service reform.

Notwithstanding frequenl II f:C claims that the sky is falling, no commenter has shown that it

is not possible to implemen new universal service mechanisms immediately or that the Joint

Board could not define ne~ mechanisms which are "sufficienl" to support the core services

(as required by the A.cO.

11 Some commenters I :lve suggested that changes in the definitions used for the existing
universal service fund areecessary. For example, USTA wants to redefine "study area" to
include areas defined by V\ re centers (i.e. end offices) Bell Atlantic, on the other hand,
wants statewide universal ..'rvice definitions. As neither of these proposed changes is
required by the 1996 Act, he Board should consider these recommendations at a later stage
after the new universal sel ice mechanism is in place.

14 Set) Commission /11 Jpts Ru!es to lmp!eme!lf Loco! Competition Provision (!t'
Telecommunications Acr (! 1996. CC Docket No. lIn-C)8 (rel. August I. 1996) (hereinafter
"Interconnection Public N ltice")
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If, nevertheless, univt 'sal service reform is not implemented immediately, it is

imperative that the Commissl 111 not grant BOC requests for in-region interLATA authority.

As the Commission recognizl j in its Interconnection Public Notice, a system where the

Bacs may participate in the llterLATA market while also receiving implicit inflated

subsidies from their competit 'rs (i.e .. access charges that are not cost justified) is

inconsistent with the public I terest. 1'1 To the extent that attainment of full-blown

competition is delayed by a t ansition period for universal service reform, therefore, the

Commission must deny BOC Ill-region interLATA requests as inconsistent with the public

interest. See 47 U.S.c. ~ 2 l(d)(3).

27. If the high-cost supp Hi system is kept in place for rural areas, how should it be

modified to target tho fund better and consistently with the Telecommunications

Act of 1996?

The Joint Board's tasf under the 1996 Act is to ensure that there is explicit,

predictable and sufficient unlersal service support for all high-cost areas, including rural

areas. However, special sub Idy programs for rural areas that do not fit into the overall

scheme of a reformed Unive ,al Service Fund would thwart Congress' goal of local

competition where feasible. \s CompTel has stated previously, it would not be appropriate

for the Joint Board to maint, n subsidies for rural areas that generate rates for rural service

that are lower than the rates ()r comparable service in high-density, low-cost urban areas.

To the extent that existing Sl lsidies are not a retlection (If the economic cost of providing

service, they should be refor fled, and adjusted as necessary. Thus, the reforms described

above also are necessary for ural telecommunications companies.

1'1 See Interconnection P lblic Notice at 5.
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28. What are the potentht I advanta2es and disadvanta2es of basin2 the payments to

competitive carriers on the book costs of the incumbent local exchan2e carrier

operatin2 in the samt 5ervice area'?

As explained above. tl :~re are distinct advantages to using a proxy model that applies

universally to all carriers. TI:~ use of book costs is improper, however. The costs of

providing universal service sl luld be calculated looking forward, not backward. These costs

should reflect the cost of pro' lding the core services using the most efficient generally

available technology today ,ook costs (or embedded costs) are not an appropriate basis for

calculating the cost of univer tI service in a competitive environment.

69. If a portion of the O'L char::e represents u5ubsidy to support universal service,

what is the total am., lint of the subsidy'?_ Please provide supportin:: evidence to

substantiate such est, (nates. Suppol1in2 evidence should indicate the cost

methodol02Y used to estimate the ma::nitude of the subsidy (e.:: .. )on::-nm

incremental, sh0l1-rt 11 incremental, fully distributed).

The CCL charge shOl cI be eliminated in its entirety. Although it was originally

claimed that the CeL charge was necessary to support universal service, such claims have

never been substantiated. T, the contrary, the eVlclencemggests that the CCL subsidy flows

to [LEe shareholders. not t( universal service. In anv event. even if these revenues are

needed to support universal~rvice. the CeL charge IS Impermissible under the 1996 Act

because, to the extent that itllight support universal service (for which there is no proof), it

is an implicit subsidy. Mon ,wer. it contravenes the i 996 Act's competitive neutrality

requirement. Revenue trans as from one class of carriers to another class are not

competitively neutral

-12



More fundamentally, tI·~ question's implicit premise -- that the Joint Board can simply

transfer current subsidies to a und with a new name -- misperceives the Joint Board's

statutory obligation, The Join Board must take a "fresh look" at funding universal

service, 16 The record shows t at traditional sources of universal service support provide

significantly more funding tha I is necessary to support L1l1Jversal service today,]7

70. If a portion of the C( L char~e represents a contribution of the recovery of loop

costs. please identify Ind discuss alternatives to the CCL char~e for recovery of

those costs from all it terstate communications service providers (e.~. bulk billin~,

flat rate/per-line chat~

To the extent that a pttion of the CCL charge represents recovery of loop costs, the

best alternative to the CCL cl drge is the SLC because It is paid by the customer who benefits

from the loop, and it is comp ,titively neutral. Moreover recovering loop costs through the

SLC is in the public interest ecause it will, on average, result in lower total phone bills, I~

16 Report of the C0l11111il ee on Commerce, Science, and Transportation on S. 652, S,
Rep, No, 104-2:', 104th Con ., 1st Sess, 25 (1995) ("Senare Report"); H.R. Rep. No. 104
204, 104th Cong., 1st Sess. 0 (1995) ("House Reporr") (The Joint Board "should evaluate
universal service in the conte .J of a local market changing from one characterized by
monopoly to one of competit 1m"); see also Joint Explanatory Statement of the Committee on
Conference, at 16 ("Joim E\ ,Ian(l{or" Swremem")

]7 Sec AT&T Initial COl Iments at 2-11. MCI Inilial Comments at 15.

IX There is considerable 'vidence that a rise In basic rates, if accompanied by a
reduction in interexchange c; rTier costs, will lead to ImvN total bills for most subscribers and
will not have a detrimental t' feet on telephone subscribership. Sec Addressing Universal
Service Issues, at 94 (increa~. ng the SI,C did not affect telephone penetration levels);
Parsons, The Economic Nco ,siry oj' an Increased Suhseriher Line Charge (SLC; in
Telecommunicarions, 48 Ad] In. L. Rev. 227, 240-4:; (1'-;)96) ("Economic Necessiry")
(increasing the SLC will 10\A T total Illonthly bill',); Kaserman & Mayo, Cross-Suhsidies in
Telecommunicarions: Rowlhl lekS on rhe Road 10 ,\1011' Inrellige!lf Telephone Pricing, 11 Yale
J. on Reg. 119, 141 (1994) Illcrease in local servIce rla! rate and a decrease in long distance
charges could increase ';lIh';l I!wrship)
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71. Should the new univrTsal service fund provide supp0l1 for the Lifeline and

Linkup proerams, in order to make those subsidies technoloeically and

competitively neutral' If so, should the amount of the lifeline subsidy be tied, as

it is now, to the amolint of the subscriber line charee'!

There is significant su'port for continuation of the Lifeline and Link Up programs.

Thus, these programs should Ie maintained and modified to meet the requirements of the

1996 Act. Specifically, the lifeline and Link Up programs should be funded through the

new, explicit universal servic surcharge thaI is imposed l~qually on all carriers, not as it is

funded today. The Joint Boa d should set the level of the subsidy at any level it deems

appropriate to make service' Iffordable." without tying It to specific rate elements of local

service. Instead, eligible COl ,luners should receive a credit that they can use toward any

telecommunications service ( their choice. Finally, credits should be fully portable among

service providers, Thus, a c ,nsumer's eligibility for assistance should not depend upon

whether he or she selects an LEC or a CLEC, or whether the provider uses wireline or

wireless technologies to pn)\ de service to the customer.

CONCLUSION

For the foregoing rea ons. and for the reasons set forth in Comptel's initial and reply

comments, the Joint Board smiid take a critical look at l~xisting universal service

mechanisms and implement leaningful reforms promptly. The Joint Board should act with

the purpose of providing all \mericans with functional (/('('css to the public switched network

at comparable rates. Existir! universal service support mechanisms for high-cost areas

should be recalibrated to heolllpetitively neutral and to retlect forward-looking economic

costs in both urban and fllra areas. Moreover. current programs for low-income support,
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such as Lifeline and Link Up should be modified as necessary to enable them to make

universal service a reality for he poor in a competitive telecommunications environment. If

reform is implemented quickl ,all Americans will benefit from an emerging and vibrant

competitive telecommunicatio 's market.
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